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laffc Washington on Iferoh 27 for Hew Tork 

dKdhs la scheduled to vimeln until April 2* Both Osman and Jhited 
0|Cteq a Idas ««r« plaaaad with tha Washington program of discussions 
mblAi went smoothly in an atmosphere marked by frlandUo asa and frrekrn 
tfreuwnd* of conversation oevarlng tha rechange of views be tw ee n Erhard 
and tihlied States afficUla will be forwarded whan cleared* (No repeat 
no negotiation* took place at t ha aa reeting*. ) Ughligbta of the 
followt 



<!• Erhard 1 a 1|0 minute meeting with tha Pzwaidant cn the naming of 
2fc raaeitad good prase o overage with anphaala on Erhard 1 a Tire 
that Ida (felted States waa worrying and talking too much about re- 
cession; ha did not think tha thltod States’ scancwy was In serious 
trouble* 

2* Tha luncheon nesting with the Secretary waa devoted principa ll y 
to discussions of the political problem of European economic Integration* 
Erhard repressed oonoam about tha French economic and financial situ- 
ation and Indicated constitutional reforms were nee ded In order, that 
remedial actions could be taken by the French, It wee pointed out to 
Riband that tha American business community bad accepted the Coreion 
Ma r k et because tha latter waa T i ered a*; a step in the direction of 
unity and the integration of Europe, Problrea would arise 
with American business if the procew of complementing the Cannon 
Market with a free trade area led to a protectionist system, limiting 
imports from the Westerns. Brel sphere, Australia and Use Zealand* 

3* At the first business meaning Monday afternoon with Ur* Dill on, 
tbs Deputy Pbder Secretary for Economic Affairs, discussions oacterad 
on orwsmlsl and trade policies, Colson Market and free trade area 
problems and on *ooncmi» assistance programs, Erhard urged Oerwany 
and tbs \hltvd States to defred their free trade pollciee, if, because 
of talk about recession, the United States took one backrerd step on 
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fixed* poliay* matopsm coratrira would tike twe or three such steps. Maintenance -i 
of liberal trefe vu fcqpartaflt In tbs contact of the forthcoming negoti- 

ation* involving itw fern fexfeet end aiffeeo trade area. In the ab oe n a e of aore 
affective eocedlaatiom of omfijapwm ah* budgetary end noaUiy policies by the ws*«r 
omtrtOi Irher* felt divergent opcode of Inflation coupled with the rigid exchange 
rates mould create a serlm problem of disequilibrium for the Cru m mi Market end 
the free trad* area* Oft the nhjeet of the r— elning ferasn qwaatit tlve re- 
itiietilnei. Marl eald It erne unlikely that the Moral lepabllc could ebol l sh or 
liberal lee thee* the Moral Republic did not wish to apply for a QdTT valvar 
baoaaaa It cas diff&anlt te foresee at this tiaa what agricultural policies would 
be developed by the Cnamna Vhxfcet and by the pr oposed free trade area* OATT should 
he prepared te aedl ty Its prevlalone regarding agricultural trade and to harmonise 
than with tfaooo to he deeel aped by the Six Cctmon Marker countries. A separate 
Mseage le In preparation which dll outline acre felly ErfaardU views on the pro- 
poeed European free trade area* 



h* Ba eeoanaie aaaletaaaa to uadradeveloped count rise* Dill an indicated the 
laporleaee tiich the felled States attached to this ratter* outlined the ragpltede 
of United States efforts and straaead that the AMnlstratlor and the Congrera bn- 
lieved ether emtein in the position to do eo should devote core of their re- 
snare ee to foeed^i aaadataaee Mmxd* la response to •% Dillon* gently chided 
the felted States for being overly graerous in the furnishing of eaonoaic assist moa 
to ether a Quart rise* Be eald the felted states should act exoggarete OSSH cap*- 
bilitlea to furnish sooaonlc aaaiataaae* She felted States should sKiot stricter 
tone for Its aid la order to help Maintain standards which would sneouxage the 
internet 1 opal mm mm* of private wnture capital . Dillon replied by pointing out 
that practically our only grant aoewrado aid now being furnished was to help support 
relatively large and essential defence burdens, as in Turkey and Korea* The felted 
States felt as e creditor nation snd the world 1 s greatest trader* it could not tehee 
straight ^^<*1 point of vise toward certain prnhlaw* of the leas developed 
eeuntrlee* Countries* which sraetisee needed the help west* were the ones which 
offered leas scours financial riche* fee felted States wee convinced that the BBSS 
could deliver the goods thus far precised . •' its aid agreements. D i l lo n urged 

Parra uy to iceraass Its Isaac and credits and also its contribution* to the felted 
fetioas technical eeelcUna program, fehord gave ao waooursgom wi t regarding i&* 
creased (bran scaccetfc asaistrasc* raying the eredit larurunoe p rogr aa relying 
on the private Goran eeeey aertoet would roes In the heals of the flaraan approach 
end that gwreirarati In gpveramat loans were not oootospUted. Mmxd suggested 
that creditor ooaatrtas wight ooerdiaate acre carefully their eeoaamis aid program* 
particularly In ilstai wining much creditor eomitiy had aost good will and should get 
in the for e front of aacistaaee aetlvltise in a particular oeustry* Ba new incth- 
stltvtlfme wave naadad for such coordination rad coca should ba established* 

$. Tuesday raaning Marsh 2$ easting at the Treasury* chained by Secretary 
Aadareom* was dsvrtad entirely to the felted States and German bn si ease attentions* 
with Anderson* tags and Sculaicr caking »U t c a rafes for the felted State*. Bapre- 
aratation of other agraal ra Included Dillon* lagt* Smith of Ooenarea* and Mood of 
TO* The rate potato of the felted States presentation weret (a) fevratosy 
Ladjuetwcnt and slowing sf ca p ital fexmation following unusually high Inveetcrat _J 
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(lev ala 195&-57 ; (b ) Result is spotty situation with decline in sene sectors, T 
not.^lv in automobiles and steel but continuing strength in others; (o) Stto growth 
/preSent as in the past and the essential problem is to maintain confidence and corv- 
tinuity of decision making on the part of millions of private individuals deciding 
things In a free economy* (d) Policy stress has been on prudent measures that will 
not- create future inflationary problems. 

6. The current Uhited States economic situation was characterized as "mild 
downturn”. Issues mentioned as requiring further study Included! (a) The long 
range effects of full employment psychology; (b) Inadequate downward flexibility 
o oat-price system; (c ) Flexible monetary policies; their recent success does not 
obviate need for/more comprehensive study of the nation *s monetary structure; 

(d) Revival of under- ccnsusgjtion theories in certain quarters, although tbs real 
need Is probably primarily for forward planning and investment by business; 

(a) Impetus of the situation revives protectionist sentiment, although lij lrilllon 
.workers are dependent on foreign trade and new trade barriers might depress rather 
than stimulate. 

7, Erhard discounted any present or likely effect of the Ihited States economic 
adjustment on German business activity nhich was still expanding, though less 
rapidly than before. Be said, however, he was puzzled at the degree of concern 

and of the business pessimism here which he believed was not justified by the eco- 
nomic statistics. He was also puzzled at the continuing rise price levels under 
present circumstances. He related the German interest in developments here to the 
importance of having a stable United States dollar as a reference point for other 
currencies and the German fe?r that inflation here would adversely affect the inter- 
natlcnal situation by giving rise to a further round of divergent tqpwtrd price move- 
ments and consequent exchange rate discrepancies* 

6. The United States participation in the final meeting Wednesday afternoon at 
the Treasury consisted of Secretary Anderson erdlfr. Dillcn and Mr. TJeir Brown of the 
IS&assy Bonn. After brief further discussion of the Uxlted States business situation, 
the United States representative alluded to the problem of financing economic develop- 
ment of the less developed countries, indicating that the United States, Germany and. 
Canada were the three “bright spots” with really strong economies. The Uhl ted States 
representatives again expressed the conviction that each strong country must examine 
its capabilities and find means of providing hope and assistance to the less for* 
tunate areas and that each oust bilaterally give attention and make contribution 
toward a solution of this problem, in addition to consultation and participation in 
the financing provided by international financial institutions. In connection with 
this problem, the United States representatives also made refergnge to the importance 
of recipient countries maintaining sound internal policies and/advisability that all 
cur actions and discussions avoid anything likely to create uncertainty and specu- 
lation about currency values. 

9.* Erhard r ef e r re d to his reposted ecknoelcdgocnt that a morel obligation 
existed for strong, developed ooaatr ies to assist countries which were serious-minded 
about oconomic development, but be stressed the limitations en German capacity to > 
Laoatrlbute. He said Germany mt giving attention to this problem and tentatively — * 
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